NATIONAL ASSOCIATION OF 
COST ACCOUNTANTS 


Official Publications 


Vol. II. No. 18 August 1, 1921 


Uniform Cost Accounting Methods 
in the Printing Industry 


W. B. LAWRENCE, 


Formerly Field Cost Accountant, 
United Typothete of America. 


BUSH TERMINAL BUILDING 
130 WEST 42ND STREET, NEW YORK CITY 


i 
and 
me, 
‘ins 
age 
2 is 
ber | 
ite- 
of 
ad- 
| 
ngs | 
ned 

or | 
tal 
| 
oal 
ich 
il. 
ail 
ac- 
oal 
rm 
can 
| 
| 
| 
it 


The National Association of Cost Account- 
ants does not stand sponsor for views 
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UNIFORM COST ACCOUNTING METHODS IN THE 
PRINTING INDUSTRY 


Any discussion of uniform cost accounting in America is 
bound to take into account the extensive work that has been done 
along this line by the printing industry. The printers were the 
first manufacturers to seriously undertake the establishment of 
uniform methods. The two systems which are to-day operated 
under the auspices of the United Typothetae of America—the 
Standard Accounting System, and the Standard Cost Finding 
System for Printers—are based upon more than ten years of 
practical experience. 


As early as 1879 efforts were’ made by master printers to 
find a method of accurate costing for printing plants, but it was 
not until 1907, when a number of master printers commenced 
an investigation of the cost finding methods in use in different 
plants, that any particular progress was made in the prepara- 
tion of a uniform cost finding system. As a result of this inves- 
tigation, a convention, known as the First International Cost Con- 
gress of the Employing Printers of America, was held in Chicago 
in October, 1909, at which time a commission, known as the Amer- 
ican Printers’ Cost Commission, was created and instructed to 
prepare a uniform cost system in accordance with a series of 
principles adopted by the Cost Congress.’ 


The Cost Commission completed its work in March, 1910, and 
immediately began the task of securing the adoption and use of 
the system throughout the industry. An extensive campaign of 
advertising and other publicity work was begun, with the result 
that the system was endorsed and adopted by many local and 
state organizations and in 1911 was formally ratified by the United 
Typothetae of America, the international association of employing 


*In 1907 the printers of Philadelphia, New York and Boston through their 
respective local organizations created a joint committee to study the question 
of cost finding. Out of the conferences of this committee grew what was known 
as the Tri-City System. This system provided for workmen’s daily time re- 
ports and a monthly sheet for operating costs and other cost forms. In 1908 
the Ben Franklin Clubs of America adopted certain forms and recommendations 
for a cost finding system. The Tri-City, Ben Franklin Clubs of America, Master 
Printers’ Association, and the United Typothetae all contributed to the first 
International Cost Congress in Chicago. 
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printers. In August, 1916, the Federal Trade Commission endorsed 
the Standard Cost Finding System. It has also been adopted by 
numerous printers’ organizations in foreign countries. 


Under the direction of the United Typothetae of America 
rapid progress was made in putting the standard system into gen- 
eral use, and in addition a comprehensive plan was adopted to 
increase the value of the cost records by means of monthly com- 
posite statements of cost prepared by many local organizations 
by which the printers were enabled to compare the costs in their 
plants with those generally prevailing in their locality. A com- 
posite statement covering the membership of the organization 
throughout the entire country is now prepared each year by the 
national organization, to cover the combined cost reports of all 
of its members who are operating the system. 


The Standard Cost Finding System, as originally designed, 
was purely a cost finding system and did not prescribe a method 
of general accounting, nor did it provide a method of control over 
the cost figures by the general books. As the system came into 
general use, the advantages of a uniform accounting system in 
which the cost records would be controlled became apparent. Ac- 
cordingly, in 1916, the Committee on Education of the United 
Typothetae of America was instructed to perfect a standard ac- 
counting system that would interlock with the cost system. This 
system, known officially as the “Standard Accounting System for 
Printers, Interlocking with the Standard Cost Finding System,” 
was formally approved and adopted by the United Typothetae of 
America in September, 1918, and was widely adopted throughout 
the industry. 


The success of this system, which was designed primarily for 
large plants, created a demand for a system sufficiently flexible 
to meet the needs of the smaller plants as well as the large ones. 
To meet this demand the Committee prepared a new system which, 
while retaining all the principles of the former system, was suffi- 
ciently flexible to be easily adaptable to any size printing plant. 
This system was adopted by the United Typothetae of America 
in 1920 as a standard for the entire industry to supersede all pre- 
vious systems. 


THE STANDARD ACCOUNTING SYSTEM 


Two books of original entry, four ledgers and eight accessory 
records are used in the Standard Accounting System. The books 
of original entry are the combined cash journal and purchase 
register, and the sales register. The former is used because of 
the labor saving feature mentioned below and its adaptability to 
either a large or small plant. However, the cash book, journal 
and voucher record may be maintained as separate books if the 
entries to be made in them are sufficiently numerous. The ledgers 
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of the system are the purchase, sales, factory and general, re- 
spectively. The purpose of each is indicated in a general way by 
its title. The eight accessory records referred to above are the 
trial balance, abstracts of subsidiary ledgers, financial statements, 
order book, summary of sales for the year, schedule of fixed 
charges, summary of department costs, and individual job sum- 
mary. The latter two, which are summarizing records, provide 
the means of interlocking the Standard Accounting System with 
the Standard Cost Finding System. 


COMBINED CASH JOURNAL AND PURCHASE REGISTER 


The nature of the combined cash journal and purchase reg- 
ister’ is clear enough from its title and does not need to be de- 
scribed in detail. However, it has one unique feature, namely, 
a section captioned “Factory Accounts Debits” which includes the 
direct expenses of the manufacturing departments such as general 
factory expense, stock handling expense, hand composition ex- 
pense, machine composition expense, job press expense, small cyl- 
inder expense, medium cylinder expense, cutting machine expense, 
machine folding expense, bindery small machines expense, and 
bindery hand work expense, itemized in special columns for con- 
venience in collecting and distributing the direct expenses on the 
summary of department costs. This section, controlled by the 
“Factory Accounts” column of the combined cash journal and pur- 
chase register, of which it is really a subdivision, provides a 
labor-saving device in that the direct expenses are distributed by 
departments at the time they are entered. 


SALES REGISTER 


The sales register? is a record of all sales, the cost of goods 
sold, the cost of goods manufactured for stock, and the distribu- 
tion of sales by departments. When sales are billed, a distribu- 
tion of the cost by departments is made from the individual job 
summaries,’ and a distribution of the selling price by departments 
is also made. The proportion of selling expense incurred on each 
order is also charged against the order as a percentage of the 
manufacturing cost. The total selling charges thus distributed 
is debited to selling charges and credited to selling expenses which 
show the application of selling expenses to sales. The sales regis- 
ter then shows total sales, sales by departments, cost of goods sold, 
cost of goods sold by departments, gross profit on sales, and profit 
on sales, and by comparison the gross profit on sales by depart- 


*For a detailed discussion of the combined cash journal and purchase regis- 
ter, see page 21 of the Standard Accounting System. 

*For a detailed treatment of this record see page 24 of The Standard Ac- 
counting System. 

*For a discussion of individual job summaries see page 10 of this article 
and pages 7, 25, 27, 68, 72, 74, 75 and 111 of the Standard Accounting System. 
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ments. In addition, a “sales adjustment” column is provided 
which indicates the extent to which actual selling prices vary from 
fixed sales rates. The “distribution of sales” section is a memo- 
randum section for comparative purposes and is not posted. 


GENERAL LEDGER AND FACTORY LEDGER 


The general ledger contains a uniform classification of ac- 
counts sufficiently elastic to apply to any printing plant, regardless 
of size. The manufacturing accounts are carried in a separate 
factory ledger which is controlled by the general ledger. If de- 
sired, the manufacturing accounts may be kept in the general 
ledger by smaller plants.' 


A separate account for each class of material is carried in the 
general ledger which controls the stock records for the material. 
Accounts are kept in the factory ledger for direct purchases made 
especially for particular orders. These accounts are also charged 
with materials withdrawn from the storeroom for manufacturing 
purposes. They are credited with cost of material which enters 
into the completed work. The balances show the cost of material 
in process at the end of each month. Variations between 
the cost as shown by these accounts and the cost of mate- 
rial in process, as shown by the individual job summaries, are 
carried to the reserve for overhead account. This account is an 
adjusting account which absorbs the differences between the set- 
up cost,? and the actual cost of work done, that is, it shows the 
difference between the actual cost for any month and the set-up 
cost of a twelve-month period which is used to charge cost to 
individual orders. In order to have a safe amount in this reserve 
account it is usually credited each month with one per cent of 
the cost of completed work for the previous month. When monthly 
closing entries are being made, the adjustments of the departmental 
accounts are carried to this account. These adjustments are the 
differences between the balances of the accounts in the factory 
ledger, and the total of completed work and work in process for 
the month as shown by a summary of individual job summaries. 
At yearly closing any balance in the reserve account which is 
greater or less than is considered advisable is carried to the loss 
and gain account. 


‘For a full explanation of these two ledgers see pages 6, 16, 22, 33, 52, 93, 95 
and 110 of the Standard Accounting System. 

*The set-up hour cost according to a note in the Glossary of the Standard 
Accounting System is “the per-hour rate used in each operating department of 
the plant for making the cost charges to the individual orders worked upon in 
that department. While this more or less arbitrary rate may vary somewhat 
from the average hour cost obtained on the Summary of Department Costs, 
especially if that average hour cost is for less than a twelve months’ period, it 
may oftentimes be desirable or necessary to vary even a twelve months’ average 
hour cost because it is known that the production of the current month will be 
excessively large or unusually small. Generally, however, the set-up hour cost 
should approximate very closely the twelve months’ average hour cost.” 
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Statistical accounts are carried for manufacturing expenses, 
such as wages, light, power, rent, etc. These expenses are dis- 
tributed monthly to the departmental accounts. 


ACCESSORY RECORDS 


The accessory records, with the exception of the summary of 
sales for the year, summary of departmental costs, and individual 
job summary, are the usual kind found in any factory cost system 
and do not require detailed discussion.. The summary of sales 
for the year is based on the distribution of saies by departments, 
in the sales register. It enables the printer to secure monthly 
comparative figures of sales, manufacturing cost, and gross profit 
on sales for each department. This information is calculated by 
the inventory method, consisting of opening inventory, plus monthly 
cost, minus closing inventory, plus or minus departmental reserve 
for overhead. This gives a monthly cost, which compared with 
the monthly sales shows the gross profit or loss on sales for the 
month for each department. The summary of departmental costs 
and the individual job summary are discussed in connection with 
the following description of the Standard Cost Finding System, 
of which they are a part. 


THE STANDARD COST FINDING SYSTEM 


Some interesting problems arose in designing a uniform cost 
finding system for the printing industry. Printing plants have 
a variety of departments which range in complexity from those 
in which simple hand work is done to those which have expen- 
sive automatic or semi-automatic machines. Some departments 
operate almost continuously, while others, though essential, oper- 
ate only intermittently. The kind of labor also varies, with the 
result that consideration must be given to cases where high-priced 
workmen operate low-priced machines; to cases where low-priced 
workmen operate high-priced machines; and to cases where there 
are various combinations between these two extremes, including 
piece workers and day workers on hand operations. Furthermore, 
the printing business is seasonal. Production may be high or low 
in different departments at the same time. The work handled is 
of a wide variety, two orders seldom being alike. This condition 
tends to develop specialization. Some firms handle a general line 
of printing, while others handle only a single class of printing, 
as labels, show printing, and so on. Some firms handle all of 
the work, doing their own engraving, electrotyping and binding, 
while others have this work done on the outside. Many concerns 
do only one class of work, such as binding or electrotyping. How- 
ever, there is a close similarity in general nature of operations 

*The summary of sales for the year is discussed on pages 7, 62 and 101 of 
the Standard Accounting System, and the summary of departmental costs on 
pages 7, 66-68, 72, 90 and 116. 
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and in the equipment and classes of labor required in those plants 
which do either general or specialty printing, even though the 
kind of work done appears to be different. Consequently, it is 
apparent that the printing business is the specific order type and 
costs are necessarily calculated by the job cost method. However, 

at the same time, operation costs are required if intelligent com- 
parisons are to be made between plants specializing in kindred 
lines, and if a close control is to be exercised over departmental 
costs. The variety of departments and the differences in operating 
conditions between departments requires a very exact system of 


In devising a uniform cost finding system under such con- 
ditions it is necessary to go beyond mere manufacturing costs 
and to provide for distributing, selling and general expenses over 
production. Otherwise, comparisons of selling cost and general 
cost can not be secured. To present only manufacturing costs 
would defeat one of the purposes of a uniform cost system, i. e., 
to eliminate ignorant competition and price cutting by showing 
what it actually costs to sell the finished product as well as what 
it costs to make it. It is apparent that the development of a 
uniform cost finding system to meet such conditions is a difficult 
task, but nevertheless the system originally devised by the Amer- 
ican Printers’ Cost Commission is being used by a constantly in- 
creasing number of printers and it has been found necessary to 
make only minor changes in the system. 


GROWTH IN USE OF THE SYSTEM 


The great increase in the use of the Standard Cost Finding 
System may be judged from the increase in the cost figures shown 
by the annual composite cost statements published by the United 
Typothetae of America. Each year the organization secures from 
its members, who operate the Standard Cost Finding System, 
copies of their annual cost statements. These are combined in one 
composite statement which represents in a very complete manner 
the cost conditions prevailing throughout the industry. The ex- 
tent to which the Standard Cost Finding System has been adopted 
throughout the printing industry is indicated by the fact that the 
total operating costs shown on these statements have increased 
from $1,604,241.64 in 1913 to $19,813,571.03 in 1918, and to 
$45,455,953.32 in 1920. 


The Standard Cost Finding System is based on a set of twenty- 
five principles. The system is designed to give the cost of an hour’s 
work in the various departments the cost of any piece of work 
produced, and detailed comparative information in regard to the 
various elements entering into the costs. 

The basic principles of the system are: (1) the standard of L 
production is the productive hour, the man hour being the basis 
for hand labor and the machine hour being the basis when ma- én 
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chines are the producing unit; (2) the standard hour cost is the 
gross cost (labor plus overhead) exclusive of stock handling and 
selling; (3) the standard hour costs are found by dividing the 
total cost of each department, including distributed general fac- 
tory expense, by the number of productive hours in the depart- 
ment; (4) departments are sub-divided into production centers, 
so that hand labor is kept separate from machine work, and 
machines of like investment and output are classed as like pro- 
duction centers; (5) monthly costs are ascertained and an average 
or standard cost established covering the preceding twelve-month 
period, which is used in charging current cost to production; (6) 
standard rates for depreciation and obsolescence of machinery and 
type, based upon experience, are used; (7) suitable rental is charged 
on owned buildings to permit of comparisons between different 
plants whether owned or rented; (8) interest on plant investment 
at depreciated value is charged to cost to allow comparison be- 
tween machines of different types which can handle the same 
work, the interest charge being returned to income when the 
annual loss and gain statement is prepared; and (9) interest 
(financial) and discount, donations and charity items do not enter 
into the costs." 


INSTALLATION AND OPERATION OF THE SYSTEM 


When the Standard Cost Finding System is installed, one of 
the first steps required is a classification of the plant into depart- 
ments and production centers. This classification may vary to 
a large extent, according to the size and nature of the plant. The 
principle underlying the departmentalization is that hand work 
is to be kept separate from machine work, and machines dis- 
similar, as to investment or output, are kept separate. A typical 
classification by departments is: 


Composing Room—Hand Work 
Machine Composition—Slug Casting Machines 
—Monotype Keyboard 
—Monotype Caster 
Pressroom—Job Presses—Hand Fed—10x 15 and smaller 
—Hand Fed—larger than 10x 15 
—Automatic 
—Cylinder Presses—25 x 38 and smaller 
—25 x38 to 38x 50 
—larger than 38x 50 
—Automatic Presses 
Cutting Machines 
Ruling Machines 
Folding Machines 
Bindery A—Large Machines 
Bindery B—Men’s Hand Work 
Bindery C—Girls’ Small Machines 
Bindery D—Girls’ Hand Work 


*These principles and 16 others are mentioned on pages 6 and 7 of the 
“Demonstration Book” of the United Typothetae of America, a summary of 
which, together with a summary of the Standard Accounting System and the 
Standard Cost Finding System of this Association, may be found in an appen- 
dix to this article. 
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This classification may again be subdivided into a greater 
number of units, or additional departments, according to circum- 
stances. 


A very complete list of operations in each department is used 
for classifying labor charges. The operations are numbered in 
a uniform manner so that the number indicates the department, 
the operation performed, and whether it is a chargeable’ or non- 
chargeable operation. The uniformity of the numbering system 
is of value when new workmen are engaged, as the same numbers 
are used for the same operations in all plants and no time is lost 
or confusion caused through the workmen being unfamiliar with 
the operation numbers. The numbers are so arranged that the 
chargeable operations are indicated by odd numbers and non- 
chargeable operations by even numbers. This feature saves time 
and prevents errors when charging time to production orders. 


A series of standardized cost forms are used in the operation 
of the system. The number of forms used, of course, varies ac- 
cording to the requirements of the individual plant, but in al! cases 
a standardized series is used. The essential forms are: individual 
job summary, instruction envelope, daily reports and records (as 
required), weekly payroll sheet, monthly individual payroll record, 
monthly report of hand operations, monthly record of machine 
departments, monthly summary of departmental costs, and yearly 
record of costs and production. 


INDIVIDUAL JOB SUMMARY 


When an order is received and entered in the order book,? 
an individual job summary and instruction envelope are prepared. 
The individual job summary is a production order cost sheet upon 
which the costs of the order are collected. Individual job sum- 
maries are numbered serially, the numbers being used to identify 
the work as it progresses through the plant. The form contains 
spaces for collecting the cost of all materials used on the order 
together with a detailed record of the time required and the cost 
of production in each department through which the job passes. 
It also contains a summary which shows the total cost, sales price, 
and profit or loss on the job. For convenience in ascertaining 
departmental sales and profits, the individual job summary also 
contains a column in which is entered the estimated selling price 
of the material and the work in each department. This infor- 
mation is secured from the original estimate of the selling price 
of the job. 

*Chargeable hours are defined in the Glossary (page 107) of the Standard 
Accounting System as the productive hours in each department; the hours 
worked in each department which are chargeable directly to specific orders for 
the time spent on those orders. 

*The order book is discussed on pages 7, 62, 74 and 112 of the Standard 
Accounting System. 

10 


INSTRUCTION ENVELOPE 


The instruction envelope serves as a production order and 
authorizes the manufacturing departments to perform the neces- 
sary work on the order. It contains on the face the necessary 
instructions. It accompanies the work from department to de- 
partment as the job progresses. The envelope form is used for 
convenience, since it serves as a container for copy, proofs, sam- 
ples, and other necessary data regarding the job. 


DAILY REPORTS AND RECORDS 


Since the work in each department varies to a considerable 
extent, a number of different forms of time tickets are used to 
report the time worked and the production. These differ in col- 
umnar arrangement, but the essential features are: workman’s 
name and number, machine number, time started, time stopped, 
time worked, kind of work, and production. Each employee re- 
ports his time at work on each job and the total time for the 
day, which is checked with the total time paid for. Each operation 
is designated as chargeable or non-chargeable by means of the 
numerical classification of operations previously described. Ma- 
chine time, for machine operations, is reported in a similar manner. 


Each day the “OKed” time tickets are sent to the office. From 
them entries are made on the individual job summaries for the 
time worked on each order, divided as to chargeable and non- 
chargeable. For departments where the machine, rather than the 
man, is the unit, the machine time is entered, while for hand 
work the man time is entered. The total time worked, divided as 
to chargeable and non-chargeable, is also entered on both the 
monthly individual payroll record and the weekly payroll sheet. 


WEEKLY PAYROLL SHEET 


The weekly payroll sheet summarizes the total payroll for 
the week and is the basis of the entries which record the total 
wages. 

MONTHLY INDIVIDUAL PAYROLL RECORD 


The monthly individual payroll record is a summarizing form 
on which the time of each employee is distributed over the de- 
partments in which he has worked. It shows the total charge- 
able and non-chargeable time, with the wage cost of the employee 
in each department. Where machines are the producing units, 
the individual’s hours are neither chargeable or non-chargeable, 
but are only a record of the total hours by departments for payroll 
purposes. 

MONTHLY REPORT OF HAND DEPARTMENTS 


The monthly report of hand departments shows the total 
chargeable and non-chargeable time in each department for the 
11 
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month and is a summary of the monthly individual payroll records 
for hand departments. The totals shown in the report are trans- 
ferred to the monthly summary of department costs, where they 
are used to establish the departmental hour cost for the month. 


MONTHLY RECORDS OF MACHINE DEPARTMENTS 


The monthly record of machine departments shows the total 
chargeable and non-chargeable time of the machine departments, 
with their outputs. The totals shown on the report are trans- 
ferred to the monthly summary of department costs, where they 
are used to establish the departmental hour costs for machine de- 
partments for the month. They are also used to establish standard 
records of production. 


MONTHLY SUMMARY OF DEPARTMENT COSTS 


The monthly summary of department costs summarizes the 
costs and production for the month, and shows the hour costs of 
the month for each department. Columns are provided for 
stock handling, selling expenses, general commercial expense, gen- 
eral factory expense, and for each manufacturing department. 
Lines are also provided for each class of expense and for totals 
as well as for the statistical information, such as chargeable hours 
each department, cost per chargeable hour (exclusive of stock han- 
dling and selling), total cost per hour for so many months, de- 
partment’s factory cost per chargeable hour, department’s factory 
cost for so many months, total cost per chargeable hour (including 
stock handling and selling), and percentage of department’s pro- 
ductive time. Thus, the columns show the cost of the various 
departments for the month itemized in accordance with the ex- 

ense classification. This information is the same as that shown 
y the factory ledger accounts for the month with respect to man- 
ufacturing costs. 


The general factory expense is distributed over the manufac- 
turing departments on the basis of the direct department cost, 
including department payroll, giving the manufacturing cost of 
each department. The manufacturing cost of a department, di- 
vided by the number of chargeable hours of the department, shows 
the manufacturing cost of the department per chargeable hour. 


Selling, shipping, and general commercial expense are distrib- 
uted over the manufacturing departments on the basis of the man- 
ufacturing costs of the departments, thus giving the cost to make 
and sell for each department. The total cost of each department, 
divided by the chargeable hours of the department, gives the total 
cost per hour (cost to make and sell) for the department. Stock 
handling cost is not distributed to departments, but is prorated 
over the material cost as a percentage of the material cost, as 
explained later. 
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In addition to the monthly costs per chargeable hour for 
eaci: department, the form shows the cost per chargeable hour for 
each department for the preceding twelve-month period. Since 
the twelve-month average is the cost rate used to charge cost to 
individual jobs, it is apparent that this comparison is important 
because it shows the extent of the variations between the monthly 
hour costs and the twelve-month hour cost. This difference be- 
tween the used costs and the actual costs must be reconciled to 
provide for over and under absorptions of the actual costs of pro- 


duction. 


The cost reconciliation section of the summary provides for 
the reconciliation of the actual costs with the used costs. The cost 
for the month of each department, plus the inventory of work in 
precess at the beginning of the month, minus the inventory of 
work in process at the end of the month priced at the monthly 
cost rates equals the actual cost of the work done by the depart- 
ment for the month. The total cost of jobs finished for the 
month, priced at the set-up, or twelve-month cost rates, gives the 
used costs for the month. The difference between the used and 
the actual cost shows the extent to which the department cost has 
been over or under distributed during the month. The total net 
difference between used and actual costs for the twelve-month 
period proves the accuracy or inaccuracy of the set-up cost rates 
in use. The total net difference between used and actual costs 
for all departments for the twelve-month period should equal the 
balance of th reserve for overhead account after allowance is 
made for the excess credit carried to insure a safe reserve. 


YEARLY RECORD OF COSTS AND PRODUCTION 


The yearly record of costs and production is a form which 
shows the total department cost, the number of chargeable hours, 
and the monthly hour costs. It serves as the basis for calculating 
the average hour cost for the twelve-month period, which is the 
rate used to charge cost to production. The form also contains 
statistical information as to the quantity production of each de- 
partment and the unit cost of production for each month. It thus 
provides a comparative record from which conclusions may be 
—— as to the relative efficiency of a department at different 
periods. 


METHOD OF STORES CONTROL 


The control exercised over materials is similar to that used 
in most manufacturing concerns and does not require detailed 
comment. A perpetual inventory record of material is carried, 
controlled by the material accounts in the general ledger. Mate- 
rials are issued on requisitions as required. The great variety 
of orders handled in plants doing a general printing business re- 
quires many purchases of special material. These are charged 
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direct to orders without passing through the stores accounts. The 
number of direct purchases of this kind is probably greater in 
the printing business than in most other manufacturing industries. 


GENERAL COMMENTS ON THE SYSTEM 


Certain features of the Standard Cost Finding System worthy 
of special comment are: the treatment of stock handling expense, 
the inclusion of interest on investment in costs, the cumulative 
twelve-month hour cost rates, the ascertainment of cost to make 
and sell, and provisions for special conditions. 


TREATMENT OF STOCK HANDLING EXPENSE 


Under the Standard Cost Finding System stock handling ex- 
pense is usually collected as a separate cost item, and distributed 
over the material cost as a percentage of the cost of material used. 
The cost of different classes of material varies to a considerable 
extent, the variation being perhaps greater than any other factor 
connected with the product made. As an illustration, if one grade 
of paper is used as a basis, the cost of other paper may be three 
or four times as much as the base cost. However, the same qual- 
ities of the different grades of paper may take the same amount 
of space in the store room. Furthermore, there will be little dif- 
ference between them in the amount of handling or other expense 
required. To charge stock handling expense on the basis of cost 
of material used results, under certain conditions, in some mate- 
rial being charged with much more expense than other material, 
while the actual cost applicable to each material is virtually the 
same. When this condition exists, the distribution may be made 
on the basis of the number of pounds of stock handled. Ordina- 
rily, the percentage applied to the materials used will not be ex- 
actly correct, and consequently will not exactly absorb the actual 
expense of handling stock during the month. This over or under 
absorption of the actual expense is adjusted through the reserve 
for overhead account, as already mentioned. 


INCLUSION OF INTEREST ON INVESTMENT IN COST 


The printing industry has been a fertile field for invention, and 
the variety of printing machines is numerous. It is possible to 
handle similar work on a number of machines which vary consid- 
erably in cost, speed, production, and operating expense. Fur- 
thermore, throughout the industry, there are great variations in 
equipment and operating conditions between firms operating the 
Standard Cost Finding System. Some own their buildings while 
others rent them; some operate leased machines while others own 
their equipment outright; and in different plants any of the vari- 
ous machines indicated may be found doing similar work. 


One of the chief objects of a uniform system is to enable dif- 
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ferent manufacturers to ascertain costs on a similar basis, so 
that while individual costs may differ, the same fundamental prin- 
ciples will govern the costing methods throughout the industry. 
To give proper weight to the variations in conditions mentioned 
above, the principle of charging interest on the plant investment as 
part of the costs has been used in the Standard Cost Finding Sys- 
tem. At the same time, in order to provide for the accounting 
objections to its inclusion, the interest is returned to income at 
the final closing. It thus becomes possible for different concerns 
to compare costs on a uniform basis and to draw conclusions as 
to the relative efficiency of the different plants, or of different 
methods of handling similar operations. Considering the circum- 
stances, it would appear that the inclusion of interest among the 
—_ is a wise and valuable feature of the Standard Cost Finding 
ystem. 


CUMULATIVE TWELVE-MONTH AVERAGE Cost RATES 


The hourly cost rates used to charge costs to production and 
to determine selling prices are based on the averages for the pre- 
ceding twelve-month period. This is one of the most valuable 
features of the Standard Cost Finding System. The printing busi- 
ness, as stated before, is seasonal, with two periods of peak pro- 
duction in most plants. The cumulative average for the preceding 
twelve months covers all production conditions, so that the cost 
rates represent a normal set of rates for the period upon which 
prices may be safely based. When costs rise and fall in a given 
period, the cumulative rate spreads the rise or fall over a longer 
period so that excessive variations in cost during short periods 
are not a source of trouble, as is the case when some machine 
rate methods are used. The cumulative averages also make pos- 
sible the compilation of average rates for a locality or for the 
entire industry which ignore immaterial variations and permit 
useful comparisons because they are based on a sufficient period 
to represent the stable operating conditions covered by the com- 
pilation. At the same time, the monthly rates by their variations 
indicate any changes that are occurring and thus serve as a warn- 
ing of fluctuations that may have a harmful effect. 


Another valuable feature of the cumulative average rates is 
that this method in effect is an application of the standard or 
normal cost rates desired by many cost accountants. A period 
covering seasonal fluctuations is undoubtedly a sound standard, 
and when the period covered immediately precedes the current 
month it becomes a more valuable standard because it represents 
conditions as they actually exist, while the variations in monthly 
rates and the comparatively slow rise and fall of the cumulative 
rates during the period serve as a warning that assists in deter- 
mining future conditions. Furthermore, the cumulative rates rep- 
resent a normal period because it is based upon what has been 
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accomplished, with a certainty that succeeding months will cause 
only a slight variation from the normal rates. Previous records 
also form a basis by which theoretically normal costs can be estab- 
lished, if it is desired to go that far. They are also used as a basis 
for pricing and costing production. 


CALCULATION OF COST TO MAKE AND SELL 


The Standard Cost Finding System provides a method of dis- 
tributing selling and general commercial expense over the product 
sold so that the net profit on any order can be ascertained. This 
shows the net profit or loss by departments or by classes of pro- 
duction. It is a valuable guide to executives in directing the poli- 
cies of the company. In this connection it should be borne in 
mind that the production of a single department is seldom salable 
alone because an order usually passes through several depart- 
ments before its completion. Thus the selling price for a product 
represents the composite efforts of several departments. How- 
ever, the sales price is based upon the cost in each department, and 
the presentation of a selling rate for each department is valuable 
because it insures a normal rate of profit on work which is proc- 
essed unequally in different departments. The value of this method 
becomes apparent when it is considered that some orders require 
much more work in some departments than in others. 


PROVISION FOR SPECIAL CONDITIONS 


Unused achines are not considered a part of the operating 
equipment, but are carried on the books in an unused machinery 
account. Fixed charges on such machines are absorbed through 
general factory expense. When essential machines are idle inter- 
mittently, the fixed charges applicable to them are prorated dur- 
ing idleness to the operating departments through the general 
factory expense account. 


APPENDIX 


Prepared by the Research Department of the National Association 
of Cost Accountants 


The systems of the United Typothetae of America which are 
discussed in this article are described in three publications of that 
organization: The Treatise on the Standard Accounting System for 
Printers Interlocking with the Standard Cost Finding System, The 
Standard Cost Finding System, and the “Demonstration Book.” 
Before summarizing each one of these publications, it might be 
mentioned that the latter explains the operation of the Standard 
Accounting System by including forms, entries made therein, and 
sample transactions recorded for the purpose of illustrating book- 
keeping routine. 


STANDARD ACCOUNTING SYSTEM 


In the first section of the Treatise are some general principles, 
such as the differentiation of bookkeeping, accounting, and audit- 
ing; purpose and basis of accounting; scope of accounting activi- 
ties; kinds of bookkeeping records (such as books of original 
entry, ledgers and accessory records) ; principles and rules of book- 
keeping; the labor-saving features of special books and special 
columns in them, such as the Sales Register; controlling accounts; 
principle of capital and revenue charges; and classification of 
accounts. 


The next subdivision of the Treatise discusses in detail the 
books and accessory records that comprise the Standard Account- 
ing System. In studying this material one should refer to the 
sample books and records which appear in the Demonstration 
Book mentioned above. In this subdivision of the Treatise, also, 


' the three statements prepared at the close of the current and 


fiscal periods are explained, namely, statement of factory opera- 
tions, the income statement, and the balance sheet. These are 
followed by an explanation of the order book, summary of sales 
for the year, schedule of fixed charges, summary of department 
cost, and individual job summary. 


The next subdivision of the Treatise shows a month’s trans- 
actions for a typical printing plant recorded as they would be 
in the ordinary course of business, the purpose being to show the 
relations of the various books and records that comprise the system. 


The last subdivision of the Treatise contains three appendices. 
The first is a glossary of accounting terms. This is a very excel- 
lent feature of the system and one that might well be included 
in uniform systems of other trade associations. 
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The next Appendix shows the adaptation of the Standard 
Accounting System to small, medium and large printing plants. 


The third Appendix deals with the Standard Cost Finding Sys- 
tem, taking up such points as a number of principles; the different 
bases for the distribution of expense over the different depart- 
ments on the summary of department costs for the month; certain 
recommendations in regard to treating certain cost items; a dis- 
cussion of the various forms that comprise the system; and a 
complete list of operations in the printing trade. The Treatise 
is well indexed. 


DEMONSTRATION Book 


The general purpose of the Demonstration Book has already 
been mentioned. It first sets forth some fundamental principles 
to be observed in operating the Standard Accounting System. 
The controlling accounts kept and the nature of the entries therein 
are then discussed. This section is followed by the classification 
of accounts in the general ledger. The basic principles of the 
Standard Cost Finding System are enumerated. The rest of the 
Demonstration Book contains sample forms and statements with 
hypothetical entries that are used to operate the Standard Ac- 
counting System, including a few forms essential to the combined 
use of the Standard Accounting System with the Standard Cost 
Finding System; and all the general ledger and factory ledger 
— with sample entries kept under the Standard Accounting 

ystem. 


STANDARD COosT FINDING SYSTEM 


The Standard Cost Finding System contains the recommenda- 
tions of the American Printers’ Cost Commission that have been 
adopted by the United Typothetae of America and a brief history 
of the origin and development of the System. This is followed 
by a detailed synopsis of the forms used to operate the system 
and a practically complete list of operations in the printing and 
allied trades. The rest of the System contains sample copies of 
forms properly filled out as they would be in actual practice. 
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